MANOR CARE HEALTH SERVICES-ALEXANDRIA
ALEXANDRIA, VIRGINIA

yIa
This Settlement Agreement (hereafter known as the Agreement) is enlered into this é_ N

day of Fdww ~, 2004 by and between the United States of America, including
I

the United States Attorney’s Office for the Castern District of Virginia, (collectively, “United

States™); the Medicaid Fraud Control Unit (“MFCU”) of the Office of the Attorney General and
the Department of Mcdical Assistance Services (“DMAS”) on behalf of the Commonwealth of
Virginia (collectively, the “Commonwealth of Virginia”); and Health Care Retirement
Corporation of America d/b/a Manor Carc Health Scrvices-Alexandria (formerly known as Qak
Mcadow Nursing Home) in Alexandria, Virginia (“MCHS”). The above sovereigns and entities
are referred to herein as “the Parties.”

PREAMBLE

A WHEREAS, MCHS, located at 1510 Collingwood Drive, Alexandria, Virginia
22309 is a skilled nursing facility engaged in the provision of health care services to Medicare
and Medicaid beneficiarics;

B. WHEREAS, the United States Attorncy’s Office for the Eastern District of
Virginia and the Commonwealth of Virginia (collectively referred to as “the Governments”™)
conducted an investigation arising under the federal civil False Claims Act, 31 US.C. §8
3729-3733 and Virginia’s civil Medicaid Fraud statutes, pursuant (o Virginia Code Annotated
§32.1-312 and §32.1-313. As a result, the Governments contend that, during a period from
January 1,1997 to December 31, 2002, certain residents identified in the Subpeena Duces Tecum
dated Septcmber 25, 2001 expericnced care which did not meet statutory required standards as
sel forth in 42 U.S.C. § 1395i-3:

C. WHEREAS, the Governments allege that the above conduct resulted in damages
o the Medicare and Mcdicuaid health care programs, in that the Gaovernments contend that the
care provided was not in compliance with all existing regulations and standards;

D. WHEREAS, MCHS has taken certain executive actions designed to provide



adequate carc to all residents, as more fully described tn paragraph onc(1), below;

E. WHEREAS, the Parties by agreement engaged two gerontological Nursing/Long
Term Care Consultants (the “Consultunts”) designated by the U.S. Department of Justice to
evaluate the services provided by MCHS against generally accepted standards of clinical
practice, mcluding the environment, medical services, nursing services, clinical management
systems, corporatc compliance and quality assurance/improvement programs, and

F. WHEREAS, the Consultants conducted said evaluation over a two-day period,
including residents, chart audits, observation of care and interviews with residents, and
concluded in their comprchensive report that MCHS substantially mects the generally accepted
standards of care and does not require the surveiltance of an outside monitor;

G. WHEREAS, MCLIS in entering into this Agreement does not admit that the care
provided was inadequate, and further denics any wrongdoing, inadequacy or hiability 1n regard to
the care rendered to any resident of MCHS; moreover, this Agreement may not be used to
establish liability in any other proceeding;

H. WHEREAS, the Partics wish o resolve this matter in an amicable manner without
the need for protractcd and expensive litigation;

L WHEREAS, the Partics agree that this Agreement does not constitute and shall
not be construed as an admission of any liability, inadequacy or wrongdoing on the part of
MCIIS, currently or formerly cmployed officers, agents, and employecs of any of the foregoing,
and may not be used as evidence of such in any proceeding by either the Governments or any
third party.

NOW THEREFORE, for and in consideration of the mutual covenants and conditions
contained herein and other good and valuable considcration, the Parties, intending to be legally
bound, enter into the following Agreement:

OBLIGATIONS UNDER THE AGREEMENT
1. MCTIS represents that over the past two years MCHS has taken certain cxceutive

actions designed to enhance the quality of care to residents of the facility. These measures



include, but are not limited to: hiring new management, including a new Administrator, Director
of Nursing and Assistant Director of Nursing; engaging nursing staff to eliminate the continuing
need for agency nursing personncl; cnhancing quality assurance training; cngaging managcment
and gerontological consultants; providing living space enhancements; purchasing equipment to
improve resident care; and continuing to implement professionally based policies and procedures
designed to deliver appropriate nursing care to all residents. These enhancements have included;
but are not limited to, installing a secure care system to prevent resident elopement; purchasing
specialized pressure-rcducing mattresses; installing a new phone system to f{acilitate resident
communications ; and installing a canopy on the patio to maximize resident use of the patio, all
of which are designed (o ensure the provision of adequatc care (o the residents of the facility.

2. {a)  MCHS agrees to deposit $151,200 in a separate escrow account
(hereinafter, the “Escrow Account™) no fater than 30 (thirty) days after the execution date of this
Agreement, the proceeds of which shall be used cxpressly for expenses associated with the
remedial measurcs identificd in this Agreement, including quality of care improvements,
consultants, approved capital expenditures, expenditures to enhance living spacc, and other
compliance requirements set forth in this Agreement. The initial and continuing costs of
additional staff, other than itemized below, are independent of the funds allocated to this fund;
funds from this account shall not be used for such costs. The funds in the Escrow Account shall

be expendcd as follows:

[tem Description Approx. Cost
Nurse practitioner salary (.5 FTE) : $ 45,000

Training by Dr. Iris Parham, Virginia
Commonwealth University and her

staff in assessments, reduction in
meds/chemicalrestraints and other issues

of gerontological care 30,000
Portable steam table (1) 26,000
High/low beds (approx. 17) 17,000
Sit-to-stand lifts (2) 12,000



Aviary 3,200

Renovating the activities room . . 13,000
Computers for two nursing units, including printers
(to facilitate drafting and updating of the MDS

and other nursing functions) 5,000
TOTAL $ 151,200

(b) The parties agree that the law [irm of Reed Smith, 1301 K Street, N.W.,
Washington, D.C. 20005, which shall act as the dispersing agent for these funds, shall maintain
the Escrow Account.

(©) Any unused funds in the Escrow Account shall be returned to MCHS to
use for whatever the facility deems appropriate to improve resident care and quality of life after
all of the items in paragraph (2)(a) have been received and paid for.

3. During the term of this agreement, MCHS agrecs to provide quartcrly status
reports to lhose persons listed in paragraph ten (10) of the amounts expended by the facility from
the Escrow Account to implement the requirements of this A grccmcﬁt, with the first such status
report being due thirty (30) days after the exceution date of this Agreement. Such reports shalt
continue every three months thercafler until all such requirements have been fully implemented.
MCHS’s Administrator shall certify the status reports. MCHS shall provide such supporting
documentation as is requested by the Governments upon request. Furthermore, the corporate
consultant specified in paragraph {6) may make recommendations for further expenditures for
specific items and activities beyond those explicitly set forth in this Agreement and shall be
considered in good faith by MCHS.

4. MCHS agrees to implement the ten (10) recommendations made by the outside
gerontologic Nursing/Long Term Care Consultants contained in their report dated July 15, 2003,
incorporated herein as Exhibit A in accordance with HCR Manor Care’s programs and MCHS’
ongoing quality improvement plan,

STAFFING, TRAINING, and CARE IMPROVEMENT MEASURES

5. MCHS shall ensure that the facility is staffed with a sufficient number of qualified



staff to fully mect the nceds of residents as set forth in their comprehensive care plans. All staff
shall be deployed throughout the facility in a manner designed to ensure that the individual needs
of residents are mel.

6. In addition to the expenditures described in paragraphs one (1) and two (2),
MCIIS agrees to ensure that a corporate consultant sclected at its discretion will spend at least
three (3) days monthly at MCHS for the nine months after the execution date of this Agreement,
and as deemed necessary thereafter, for the purpose of monitoring timely implementation of the
requirements of this Agrecment.  The Partics have identified the corporate consultant as Ms.
Vicki Crenshaw (“Ms. Crenshaw™), and agree that she will be available to give timely advice to
facility administrators and staff with respect to providing enhanced living space for residents,
mecasurcs designed to prevent falls, development and recurrence of pressure sorcs, timely
identification of changes in medical conditions requiring intervention, appropriate medication
administration and treatment, timely and adcquate pain management, adequate nutrition and
provision of reasonable personal hygiene measures. The facility shall maintain documentation to
venfy these consultations.

7. MCHS agrees that the Director of Nursing will continue to monitor resident falls,
pressure sores, medical interventions following changes in the medical condition of residents,
appropriate medication administration and treatment, timely and adequate pain management, and
adequate nutrition and hygiene lo ensure timely and effective steps are taken to prevent problems
or deficiencies in these areas.

GERONTOLOGICAL CONSULTANT, CARE IMPROVEMENT MEASURES, and
VERIFICATION
8. In addition to other provisions of this Agreement, MCHS agrces to retain a gerontologic
consultant, Dr. Iris Parham (“Dr. Parham™), who will provide gerontologic education at MCHS,
focusing on the areas described in paragraph six (6) above, and make writtcn recommendations
to the corporate consultant and management ofticials at MCHS as to areas of care requiring

improvement. Dr. Parham shall tour MCHS within thirty {30) days of the date of this Agreement



and make recommendations within fifteen (15) days thereafier. Dr. Parham will also review the
site visit report attached as Exhibit A, referred to in paragraph four (4), to review the ten (10)
recommendations made by the Consultants for purposes of planning and conducting her training
Programs.

9. To verify satisfactory implementation and continued efficacy of the health care
delivery system, Ms. Crenshaw shall visit MCHS as set forth in paragraph (6), and upen
completion of each visit, make written recommendations deemed appropriate. At the completion
of nine months, Ms. Crenshaw shall provide an exit interview to appropriate officials of MCHS
and prepare a written report confirming the expenditures made pursvant to paragraph (2) and
implementation of the ten recommendations referenced in paragraph (4) to verify compliance
with this Agreement.

10.  Ms. Crenshaw shall deliver the mne-month report referenced in paragraph nine (9)
lo the Parties to this Agreement by delivering a copy to the following named persons (or his or
her designee) via electronic mail or facsimile, and USPS regular mail, or such other method of
dchvery agreed upon by the Parties.

Constance H. Frogale

Assistant United Statcs Attorncy
United States Attorney’s Office
Eastern District of Virginia
2100 Jamieson Avenue
Alexandria, VA 22314

Fax: (703)299-3983
Administrator

Manor Carc Health Services-Alexandria
1510 Collingwood Drive
Alexandria, VA 22309

Fax: (703) 768-6344

Carol Loepere, Esquire

Reed Smith LLP

1301 K Street, NN'W.

Suite 1100 — East Tower

Washington D.C. 20005
Fax: (202) 414-9299

1t.  MCHS will provide each resident with adequate skin care, nutrition, turning and



positioning and other services to decrcase the likelihood of skin breakdown and the development
of pressurc sorcs. MCHS, its agents, employees, contractors, and/or subcontractors agree

to abide by the provisions of the Clinical Practice Guidelines for the Prediction, Prevention and
Treatment of Pressure Uleers (“Guidelines™) promulgated by the Agency for Health Care Policy
Research, now known as the Agency for Healthcare Research and Quality (“AIICPR”);
specifically, Pressure Ulcers in Adults: Prediction und Prevention, Clinical Practice Guideline
Number 3, 92-0047 (May 1992) and Treatment of Pressure Ulcers, Clinical Practice Guideline

Number 15,95-0652 (December 1995) available at http://www.ahcpr. gov or more current

guidelines on treatment of pressure uleers as referenced by the Centers for Medicare & Medicaid
Services (“CMS™) (colectively, “the Guidelines”). MCHS will use the Guidelines as a basis to
establish MCIIS's individualized care plans for skin and wound care for residents. MCHS shall
mplement protocols and procedures for skin and wound care that reflect the standards set forth
in the Guidelines,

12. MCHS agrees to implement and/or maintain a nutritional monitoring program for
residents that will fully meet their nutritional needs and preferences. This will include, ata
minimum, implementation of and compliance with the Standards of Practice and Practice
Guidelines for “Medical Nutrition Therapy for Pressure Ulcers/Wounds, “Weights-Monitoring
of,” and "Weight Committee” which arc available to the Governments upon request. Clinical
decisions shall be based on an individualized evaluation of the resident’s nutritional needs, In
addition, MCHS shal! continue to check the weight of residents at appropriate intervals, ensure
that all residents are properly assisted by staff with feeding where needed, and ensure food is
scrved at appropriate temperatures.

13, MCHS will implement and/or maintain 2 monitoring program for fails that will
properly asscss residents’ needs in their care plans and will provide adequate supervision and
assistance to prevent falls. This will include, at a minimum, implementation of and compliance
with the appropriate standards of practice and guidelines for falls and fall prevention. To this

cnd, MCHS shall have a suitable number of “high/low” beds or procure them as needed; procure



mats and place them throughout the facility as appropriate to mitigate the impact of unavoidable
falls by residents; and procure and utilize safety equipment and assistive devices, as indicated.
MCIIS will also assess residents [or falls/injury nisks; develop plans to prevent falls/injurics
bascd on fall/risk assessment; and, properly report/record falls on the residents’ MDS
documentation. Further, if a resident falls, proper personnel shall conduct an assessment to
determing the cause(s) of the fall and revise the care plan as needed.

14.  MCIIS shall implement and/or maintain a suitable protocol for timely and
appropriate medical interventions to cnsure that all paticnts” medical conditions are properly
monitored and any changes in medical condition will be promptly identified and acted upon in a
timely manner. MCHS shall also ensure that all physician ordered laboratory tests are timely
performed and all follow up treatments are promptly and consistently performed. To this end,
MCIIS will utilize the services of its nurse practitioner to evaluate all unplanned resident
transfers to hospitals and all unexpected resident deaths in accordance with MCHS’ standard
operating procedures and form(s) on at least a monthly basis. MCLIS agrees to implement any
recommendations that the nurse practitioner may makc in this arca of cvaluation. MCHS will
also ensure timely and effective communication with residents” physicians, and ensure timely
notification to resident physicians and family members when there 1s a significant change in a
resident’s condition or resident injuries. For specialized care residents, MCHS shall implement a
protocol to ensure that MCHS shall promptly and consistently update resident care plans to
reflect the resident’s current medical condition and treatment.

15, MCHS agrees that cffcetive pain management will be timely offered and
administered to all residents in need of medication or other treatment for pain in accordance with
all applicable statutes and regulations. To this end, MCHS has implemented a Pain Management
Program which it will follow to ensure effective pain management protocols, a copy of which has
been provided to the Governments.

16.  MCHS shall ensure that all medication is timely distributed by nursing staff

consisient with contemporaneous professional standards and techniques, and where a physician



order is required for medication, that medication is administered after appropriate receipt of such
order(s) in accordance with all applicable statutes and regulations. For quality control checks in
this area, MCHS will cnsurc that a pharmacy consultant will perform quarterly audits on each
nursing unit to ensure all resident medications are: 1) administered on time; 2) admimstered in
the proper dosage increments; and 3) provided via the correct route using correct professional
techniques.

17. MCHS will providc appropriate and timely care to residents with specialized
needs, and MCHS will ensure that there will be adequate and qualified personnel to mect thesc
special needs. For quality control checks in this area, MCHS, utilizing the services of its
Director of Nursing and/or nurse practitioncr, will perform periodic audits on each nursing unit to
ensure all restdents’ treatments for their special needs are performed on time and performed
using professionally accepted medical technigues.

18.  MCHS shall ensure timely and accurate updates to resident care plans in order to
ensure tfimely and effective resident care. MCHS will also ensure that reasonable personal
hygiene measures are timely afforded to all residents in accordance with all applicable statutes
and regulations.

19, MCHS will provide professionally based mandatory in-service training in all areas
described in paragraphs eleven (11) to eighteen (18) above. All dietary, clinical management,
and nursing sta{l at MCHS shall attend the in-service training as is appropriate for their
discipline and [evel of job responsibilities. Thereafter, this training and such other appropriate
professional development and compliance training for the skill areas designated in paragraphs
eleven (11) to cightcen (18) shall be provided in accordance with the Compliance Program
referenced in paragraph twenty-one (21). All new dietary, clinical management, and nursing staff
at MCHS shall be trained in the areas described in paragraphs cleven (11) to eighteen (18), as
appropriate for his or her discipline, within twenty (20) calendar days of the employee’s
commencing employment with MCHS. MCHS will at all times maintain a comprehensive long

term training program for all dietary, clinical management, and mursing slaff at MCHS to ensure



that cach is knowledgeable and competent Lo perform all assigned duties. MCHS agrees to
continue to implement professionally based oricntation, in-service, and other training programs
for staff.
RECORDS

20. MCHS will continue to enforce policics requiring that all professional standards
relating to the proper means of entering and, where necessary, changing information in a medical
record be strictly adhered to. MCHS shall train its stalf that falsification or improper alteration
of any resident record and other document related to resident care is forbidden. MCHS shall
obtain from each cmployee a signed statement indicating that the employee understands the
policy forbidding any falsification or improper altcration, the appropriate manner in which to
make cntries into medical records and, should a change be necessary, the acceptable means of
documenting the changes and the rcasons therefore. MCHS further agrees that it will terminate
the ciployment of any person found te have willfully or through deliberate 1gnorance or reckless
disregard caused a falsification or improper alteration of any clinical record maintained at
MCHS.

COMPLIANCE AND ENFORCEMENT

21.  MCIIS agrees that it will comply fully with the applicable laws, rules and
regulations governing the Medicare and Medicaid programs, including the Nursing Home
Relorm Act of 1987, as amended and codificd at 42 U.S.C. §§ 1395, et. seq., 1396 et. seq.;
42 C.F R. Parts 483, 488, MCHS further agrees to continue to implement its Corporate
Compliance Program dated 1997, as amended. MCIIS assures that it incorporates the policies
and principles set forth in HHS-OIG’s Compliance Program Guidance for Nursing Facilities, 63
Federal Register 14289 (March 16, 2000). The Corporate Compliance Program contains a
comprehensive set of specific policies and procedurcs to ensure compliance by MCHS, including
such issues as a Code of Conduct, Financial, Employee, Falsification of Records, Service
Oversight, and Quality of Care. The Corporate Compliance Program has been submitted to the

Governments and MCHS agrees to abide by it. A copy of the Corporate Compliance Program is

10



attached as Exhibit B.

22, If MCHS fails in any material respect to comply with any of the terms of this
Agrcement, or if any of MCHS’s representations or warranties be willfully and materially false,
the United States may, at its sole discretion, exercise one or more of the {ollowing rights:

a. Seek specific performance of this Agreement, in which case the prevailing
party shall be entitled to an award of reasonable attorneys fees and costs; or
b. Exercise any other right granted by law, including civil contempt.

23.  Ifthe United States exercises any of its rights under paragraph twenty-two (22) of
this Agreement, MCHS specifically reserves all of its rights to challenge, defend and contest any
such action.

24.  The obligations imposed by this Aprecment on MCHS shall be in effect for a
period of twelve (12) months from the date of execution of this Agreement, unless carlicr
terminated pursuant to paragraph twenty-six (26).

25. MCIIS agrees to provide to the Governments a copy of the results of the
evaluations conducted pursuant to this Agreement, including any written plans implemented to
correct identified deficiencies.

26.  Atthe completion of nine (9) months from the date of execution of this
Agreement, a clinical member of Manor Care’s Corporate Compliance Committee shall provide
a report to the United States Attorney, Eastern District of Virginia regarding the stalus of MCHS'
compliance with this Agreement. This rcport shall include a description of the specific steps that
MCHS has taken to implement this Agreement, including the ten (10) recormmendations
contained in attached Exhibit A; barricrs or impediments encountered that have precluded full
and timcly implementation of the Agreement, and the spceilic steps and/or procedures that have
been adopted to overcome such barriers and ensure full implementation of the Agreement; a
description of the training programs implemented pursuant to this Agreement; a summary of the
activities undertaken 1n furtherance of these programs; and certification by an appropriate official

of MCHS that applicable facility staff have completed the required training and that all the
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information provided is correct. If this report ts deemed acceptable to the United States
Attorney, Eastern District of Virginia, which acceptance shall not be unreasonably withheld, all
of MCHS" obligations imposed by this Agrcement shall tcrminate.
RELTLASES
27.  Inconsidcration of the promiscs madc by MCHS in this Agrecment and
conditioned upon the acquisitions and payment in full of the items referenced in paragraphs one
(1} and (2), the United States and the Commonwealth of Virginia, on behalf of the sovereigns, its
officers, agents, agencics, and departments, hereby relcasc and discharge MCHS, its parent,
affiliates, officers, directors and employees from any and all civil or administrative monetary
claims, actions, causes of action, liabilities, losses, and damages, including attorneys’ fees, costs
and expenses, now known to the United States or the Commeonwealth of Virginia which the
United States or the Commonwealth of Virginia may have against MCHS, its parents, affiliates,
officers and directors and cimployees under the Falsc Claims Act, 31 U.S.C. §§ 3726-3733, the
Civil Monctary Penalties Law, 42 U.S.C. § 1320a-7a, the Program Fraud Civil Remedies Act, 31
U.S.C. §§ 3801-3812, Virginia’s civil Medicaid Fraud statutes §§ 32.1-312 and 313 of the Code
of Virginia, and common law theories of payment by mistake, unjust curichment, breach of
contract and fraud for: (a) any deficiencies cited or found in any surveys or inspections
conducted by the Virginia Department of Health at MCHS from J anuary 1, 1997 to the effective
date of this Agreement, or (b) the adequacy of care (as described in paragraph B, above) provided
during the period January 1, 1997 to the present to nursing home residents identified in the
Subpoena Duces Tecum dated September 25, 2001.
28.  The Parties agree that the releases given in the precedi.ng paragraph specifically
exclude the following;:
a. Any civil or administrative disputes, adjustments, CMS or DMAS
enforcement actions or _claims relating to matters other than those for (1) uny deficiencies cited or
found in any surveys or inspections conducted by the Virginia Department of Health at MCHS

from January 1, 1997 to the cffctive date of this Agreement and (2) the adequacy of carc
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provided during the period January 1, 1997 to December 31, 2002, to the nursing home residents
jdentified in the Subpoena Duces Tecum dated September 25, 2001.

b. Any civil, criminal or administrative disputes or claims arising under the
Internal Revenue Code, Title 26 of the United States Code.

c. Any disputes or claims arising under any express or implicd warrantics

relating to products or services.

d. Any disputes or claims arising under the criminal laws of the United States
or the Commonwealth of Virginia.

e. Except as explicitly stated otherwise in this Agreement, any administrative
liability, including mandatory or permissive exclusion from federal health carc programs.

f. Any obligations created by this Agreement.

g Any civil money penalty or termination action by CMS or DMAS, if any
such action is based on matters other than deficiencies cited or found in any surveys or
inspeclions conducted by the Virginia Department of Health at MCHS from January 1, 1997 to
the effective date of this Agrcement or the adequacy of care (as described in paragraph B, abovc)
provided during the period January 1, 1997 to the effective date of this Agrcement.

29.  MCHS agrees that all costs (as defined in the Federal Acquisition Regutation
(“FAR™) § 31.205-47 and in Titles XV and XIX of the Social Security Act, 42 U.S.C. §
1395-1395 g, and §§ 1396-1396v, (and the regulations promulgated there under) incurred by or
on behalf of MCHS in connection with: (a) the Governments” investigations, and MCHS’s
investigation and defense of the matler covered by this Agreement, (b) the negotiation of this
Agreement, (c) the expenditures made pursuant to paragraph two (2) of this Agreement, and (d)
any corrective actions taken pursuant to this Agrcement that are not related to providing resident
care, (including but not limited to the costs associated with filing required reports and
certifications) shall be unallowable costs for government contract accounting and for Medicare,
Medicaid, VA and FEHBP reimbursement purposes. Unallowablc costs shall not include: the

cost of additional in-service professional and compliance training for the staff, the costs rclated to
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additional personnel, including consultants, hired or retaincd for the purpose of improving
resident care, capital improvements and other expenditures related to this Agreement to the
extent the costs do not resulf in the Provider (MCHS) exceeding the Mcdicaid Prospective
Operating Ceilings or Capital Reimbursement Limits. Unallowable costs shall be scparatcly
estimated and accounted for by MCHS and MCHS will not charge such costs directly or
indirectly to any contracts with the United States or any State Medicaid program, or to any cost
report, cost statement, or information statcment submitted by MCHS, to TRICARE, VA or
FEHBP programs. Nothing in this Agreement shall constitute a waiver of the rights of MCHS,
or any Medicare fiscal intermediary or contractor, or any Medicaid fiscal agent, to examine or
re-examine the unallowablc costs described in this paragraph,

30.  Inconsideration for such repose and on the terms and conditions contained herein,
MCHS fully and finally releases, dismisscs, and forever discharges the United Staies and the
Commonwealth of Virginia, its agencies, employees, servants, and agents, from any and all
claims, causcs of action, liabilities, losses, appeals of remedies imposed by CMS or HIS-OIG,
and damages, including attorneys’ fees, costs and expenses, now known to MCHS which MCHS
could have asseried against the United States, its agencies, cmployees, servanis, and agents
before the cffective date of this Agrcement for: (a) any deficiencies cited or found in any surveys
or inspections conducted by the Virginia Department of Health at MCHS from J anuary 1, 1997 to
the present or (b) the adequacy of carc provided during the period January 1, 1997 to the present
on behalf of the nursing home residents identified in the Subpocna Duces Tecum dated
September 25, 2001. This paragraph shall not be interpreted to prevent MCHS from pursuing
amounts duc to MCHS under the Medicare or Medicaid programs.

OTIIER PROVISIONS

31. This Agreement constitutcs the complete agreement between the Parties and may
not be amended except by the written consent of the Parties.

32. The undersigned individuals signing this Agreement on behalf of MCHS represent

and warrant that they are authorized by MCHS 1o execute this Agreement. The undersigned
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United States and Commonwealth of Virginia signatories represent that they arc signing this
Agrcement in their official capacities and that they are authorized to execute this Agreement and
to bind their respoctive sovereigns to the terms and conditions herein.

33.  Lach party to this Agreement will bear its own lcgal and any other costs incurred
in connection with this matter.

34, This Agreement 1s legally binding and judicially enforceable by the Parties and it
shall be applicable to and binding upon all of the Partics, their officers, agents, employees,
assigns, and successors, including any transferees of MCHS.

35.  The effective date of this Agreement will be the date of the signature of the
official signing on behalf of MCHS.

FOR THE UNITED STATES OF AMERICA:

PAUL J. MCNULTY
UNITED STATES ATTORNEY

Date: ,22 3/ 22 ﬁ By:

CONSTANCE H.
Assistant United States Atiomey
2100 Jamieson Avenue
Alexandria, Virginia 22314
(703) 299-3752
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FOR THE COMMONWEALTH OF VIRGINIA:

Date: 2 ! AT

Date: ,:z,/ 2.3 / 23

Date: _ /2 ‘/C‘»&_/é 3

Date: /‘A'?'/)j

Date: /"ng:{?é[

to

2‘5& 2 ﬂ/%ff/L

TRACEY Ip. STITH™

Assistant Attorney General
Medicaid [raud Control Unit
Virginia Attorney General’s Office
900 East Main Strect

Richmond, Virginia 23219

(Dl

ALL W. CLOUSE, DIRECTOR
Medicaid Fraud Control Unit
Attorney General’s Office
900 East Main Street
Richmond, Virginia 23219

(e =

PATRICK W. FINNE

Director

Department of Medical Assistance Services
600 East Broad Strect

Richmond, Virginia 23219

THE IIONORABLE JERR ¥-8) KILGORE
Attorney General for Virginia

Attomey General's Office

900 East Main Street

Richmond, Virginia 23219

(A

{
THE HONORABLE MARK R. WARNER
Govemor of Virginia
State Capitol, 3" Floor
Richmond, Virginia 23219




FORIIEALTH CARE AND RETIREMENT CORPORATION OF AMERICA:

Date: ',2/51{717/

Dae: /¥/0Y
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Ao, Do

ON BEAALE OFf MANORCARE
HEAL'TH SERVICES-ALEXANDRIA
(f/k/a Oak Mcadow Nursing Center)
1510 Collingwood Road

Alexandria, VA 22308

(ol C Appez

CAROL C. LOEPERE, ESQUIRE
Attorney for Manor Care Health
Services-Alcxandria

Reed Smith

1301 K Street N.W.

Washington, D.C. 20005



GOVERNMENT
EXHIBIT

Report to the Department of Justice

Site Visit- Manor Care Health Services, Alexandria

July 9-July 10, 2003

Marie Boitz, MSN, NHA Susan Renz, MSN, CS



SITE VISIT- Manor Care Health Services —Alexandria

Introduction

Manor Care of Alexandria, (MCA) has a bed capacity of ninety-six (96),
and is certified for Medicare and Medicaid. On 7/9/03, the Administrator reported
that the census was eighty-eight (88) with the following payer mix: seventeen
percent Medicare, ten percent private pay, and the remaining Medical
Assistance. The one story residence houses three nursing care units with no
specialty units. Doors are alarmed and semi-locked, with coded keypads. A full-
scale rehabilitation suite offers Physical Therapy, Occupatlonal Therapy, and
Speech Therapy.
Over a two-day period, (July @ and July 10, 2003) we evaluated the
services provided by MCA against generally accepted standards of clinical
practice, including the following:
¢ Federal regulations for long term care facilities contained within 42
CFR 483; _

» Clinical practice guidelines published by the Agency for Health Care
Policy and Research;

» Standards of the American Nurses' Association, American Dietetic
Association, the National Association of Activity Professionals, and the
National Association of Social Work; and

» Current published research and educational materials.

The evaluation of MCA consisted of an appraisal of the safety, saniation,
and function of the environment. Because the assessment and care planning
process is the overarching clinical process that directly influences the quality of
life and quality of care for residents, a sample of residents was evaluated to
determine the facility’s practices surrounding these functions. Included in this
evaluation was an observation of the care provided. A focused evaluation of the
following clinical management systems was also conducted: nutritional care;
prevention and treatment of pressure sores; prevention and management of
falls/accidents, and detection/ response to acute changes. The utilization,
functions, and education of staff were also assessed. Finally, the quality
assurance/ improvement activity was evaluated.

Our evaluation consisted of the following:

» Tour of the building

» Interviews with administrative, management and direct-care staff

+ Twenty-two (22) individual resident evaluations, including chart audits,
observation of care, and interviews with residents
Review of selected facility policies and procedures
Interview with five residents, including the Resident CouncH president
Review of Quality Assurance /Improvement materials
Review of education program content

» Review of facility survey reports

Our conclusions are based upon our clinical and administrative knowledge
and experience in gerontologic care and long-term care.
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Environment

The facility appeared very clean and relatively safe with the exception of
high gloss floors in some units (creating glare), and equipment that is stored n
the haliways, limiting adequate clearance. The activity space is limited to a small,
centralized activity room, and dining area, and hall/corridor spaces that include
sitting areas. Thus, there is insufficient space and furniture to promote function
and involvement in activities.

There is adequate lighting and some carpeting of communal areas, which
reduces the risk of fall-related injuries and creates a pleasant ambience.
Resident rooms appeared personalized with homelike and comfortable
community areas. Equipment appeared clean and well maintained. The
Maintenance Director produced equipment and utilities management logs
documenting consistent and periodic safety checks. The kitchen was ciean with
no safety hazards, and there was evidence of consistent quality control checks
for sanitation (temperature monitoring of the dishwasher, freezers, dishwasher,
and food).

Medical Services

The Medical Director described his role to include oversight of physician
compliance with state/federal regulations and medical bylaws. In addition the
physician described the following involvement in quality improvement activity:

» aftendance at weekly “quality” meetings to review at-risk residents;

» afttendance at monthly quality improvement meetings;

¢ chart audit to evaluate unexpected deaths; and

» evaluation of the events preceding unplanned transfers.

Chart audit demonstrated that the residents in the sample size received
timely and comprehensive visits/examinations from the physicians and the nurse
practitioners. The residents who were interviewed expressed satisfaction with
medical services.

The medical director reported, and the nurses corroborated, that he
provides emergency backup when the nursing staff are unable to contact a
resident’s attending physician.

Nursing Services

The DON reported that there is twenty-four hour nursing administrative
coverage (provided by an RN). Three nurses confirmed this practice. The DON
reported that the charge nurse, with support from the ADON and DON, conduct
assessments and provide oversight to direct care staff. The MDS coordinator
facilitates the care planning process. CNAs and charge nurses do not routinely
attend care-planning meetings. This lack of integration in the care planning
process was evident in the fact the nursing assistants, although able to describe
the personal care needs of residents, were unable to articulate understanding of
functional status and restorative plans/needs.
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The DON and ADON described the following clinical management

systems:

Pressure _sore prevention and management- including risk
assessment; the provision of pressure-relieving devices, nutritional
assessment and intervention; notification of the physician and family of
skin breakdown and significant change in a wound; local wound
treatment (including treatment of infection and debridement of necrotic
tissue); and weekly wound tracking and assessment.

Evaluation: The facility has commendably reduced the facility
acquired pressure sore rate from 20 % in 2001, to less than 2 % at
present. Chart audit and observation of care demonstrated that the
facility is providing care consistent with the newly introduced Manor
Care policy and procedure, which reflects the generally accepted
industry standards for pressure sore prevention and care. High-risk
residents were observed to be adequately positioned and repositioned.
Management of nutrition, inctuding significant weight gain and loss-
including weight monitoring, use of calorie counts, lab monitoring,
assessment by the dietitian, physician and family notification; dietary
modifications, use of assistive feeding devices and speech/swallowing
evaluations.

Evaluation: Chart audit and observation of care demonstrated that the
facility is providing care consistent with the newly introduced Manor
Care policy and procedure, which refiects the generally accepted
industry standards for pressure sore prevention and care. The
physicians and staff need to evaluate the residents’ medication use as
potential causes or factors associated with anorexia and weight loss.
Falifinjury prevention and management- including risk assessment, the
use of protective devices, environmental modification, evaluation of
medication, surveiilance, of toileting /incontinence care, and restorative
care. The response to falls/injuries including assessment for injury,
physician and family notification, provision of emergency treatment,
and care plan revision, including providing alternatives to physical
restraints were also presented. The Director of Nursing reported that
the process of educating nursing staff to the new protocol is still in
process.

Evaluation: Chart audit and observation of care demonstrated that

the facility is providing care consistent with the newly introduced Manor
Care poiicy and procedure, with the exception of the following:

o Evaluation of medications and the risk associated with
medications that affect blood pressure, level of consciousness,
and mentation.

o Provision of restorative/rehabilitative care to increase strength
and balance, and thereby decrease fall/injury risk.

L]
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o Provision of toileting to reduce the risk of falls/injuries
associated with urinary incontinence.

o Conducting a post-fall assessment that yields a plan, targeted to
the individual risk factor that caused the fall, so that the risk of
future falls/injuries can be prevented.

. The facility has commendably eliminated all but four sets of full
length siderails. Eight residents who are physically restrained to
prevent falls, were evaluated (one lap tray, four lap buddies, and three
sets of full length siderails). Although the staff was using the least
restrictive device as restraints, alternatives to restraint use, including
restorative care, meaningful activities adapted to physical and
cognitive challenges, and alternatives to wheelchair seating were not
evaluated.

e Pain Assessment and Management- including assessment, pharma-
cologic interventions, non-pharmacologic interventions, and evaluation
of response to treatment. The Assistant Director of Nursing reported
that the facility has implemented the process of conducting imtial and
quarterly assessments for pain, which was validated through our chart
audit. She further described the next step - educate nurses on the
process of monitoring and documenting response to pain medication,
and the provision of non-pharmacologic approaches to pain.
Evaluation: Chart audit confirmed the above stage of implementing
the Manor Care pain policy.

« Evaluation and treatment of acute medical problems- including
assessment, physician and family notification; and provision of
emergency services,

Evaluation: Interviews with staff, residents, and families did not
demonstrate problems in this area.

Interviews with Residents

Three family representatives were interviewed. All family members
reported that the staff notified them of changes in the resident’s condition and
that staff appeared responsive to the residents’ needs. The five residents who
were interviewed described satisfaction with their care, and that staff treated
them well and were responsive to their requests/needs. They also reported that
they felt that the administrator responded to their concerns, complaints and
suggestions. All further stated that they were offered meal alternatives as
desired. The Resident Council President reported that an average of twenty
residents attend councit meetings and that the Administrator provides support by
assisting, (with other staff's help) residents to the meeting, recording minutes,
and arranging for department heads and other staff to address resident concerns
and suggestions.
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individual Evaluations of Residents

Twenty-two residents were evaluated to assess compliance with generally
accepted standards and facility policy and procedure. Follow-through on Quality
Improvement activity was also assessed. The source of information included
resident records, interviews with staff, interviews with residents, and cbservation
of care.- The results are as follows:

o The MDS (Minimum Data Set) assessments accurately reflected other
documentation in the resident’s record as well as our observations.

e The care pians largely addressed the needs and preferences identified
in the assessments (MDS and supplemental assessments).

e Management of nutritional problems, prevention and treatment of
pressure sores, and management of acute medical problems were
addressed in a manner consistent with facility policy and industry
standards.

¢ There were no observed discrepancies between the care planned and
the actual care provided.

« Six nursing assistants and three nurses, when interviewed,
demonstrated an understanding of the residents’ basic care needs.

e Staff interaction with residents appeared positive. Staff was kind and
responded to requests for assistance in a timely manner.

« Residents appeared clean and well groomed.

The following are areas that warrant attention in order to promote

resident health and function:

e Care plans contained generic approaches for falls, activities of daily
living, restraints, psychotropics, depression, and anxiety. individualized
approaches were rarely evident, rendering the plans less than
adequate to meet resident needs/preferences.

+ Plans to restore and/or maintain resident function and health were not
consistently evident, including efforts to reduce incontinence, to
increase mobility, and to increase self-care. Many residents eat their
meals in their rooms, limiting socialization, posing a safety risk, and
compromising resident function and direct care staff effectiveness
fefficiency.

s Residents who are receiving psychoactive medication did not have
documented psychosocial interventions as alternatives or supplements
to pharmacologic intervention. The need for anti-depressants, and
subsequent response to treatment was not validated with depression
screening or related assessment. Triggers, agenda behaviors, and
coping measures were not identified to facilitate alternatives to
psychoactive use. The corporate regional operations person reported
that the corporate social worker plans to visit the facility and evaluate
social work function.

e Another interdisciplinary area of weakness identified was the provision
of activities. Activity assessments and plans did not address the
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residents’ needs for adaptation, i.e., efforts to compensate for loss of
cognition, function, and physical ability. As a result, aithough there are
opportunities for diversion, the residents’ ability to participate in these
activities is diminished, without alternatives offered. In addition, clinical
issues such as fall/injury prevention, weight loss, and depression are not
addressed with individualized activity approaches. The administrator
reported that a corporate activities consultant has recently begun to assist
the activities director, but this support has been limited to documentation
compliance thus far.

Corporate Compliance and Quality Assurance / Improvement Program

The Administrator described the scope, function, associated roles and
operations of the Corporate Compliance Program and the Quality Improvement
(Ql) Program. The corporate compliance program monitors resident satisfaction,
responds to resident/family grievances, audits financial functions and includes a
quality improvement program. Documents describing the analysis of problems
and areas for improvement were reviewed, including focused action plans and
follow-up evaluation. Chart audit and staff interviews were conducted to validate
this activity.

The Director of Nursing reported that the “Quality of Life” committee,
consisting of the interdisciplinary team reviews the clinicat needs and response to
treatment of residents with weight loss/gain, pressure sores, pain, psychoactive
use, restraint use, and falls/injuries. The following is a sample of QI activity,
conducted by the interdisciplinary team:

» Pressure ulcers- Policy and procedure has been upgraded and wound
occurrence and response to treatment are tracked on a weekly basis.
Pressure sore prevention and management are included in education
programs.

FallsfAccidents- Smaller, safer siderails have replaced older models.
The facility monitors fall/injury rate.

» Plant improvement including roof replacement, kitchen renovations,
and renovation of resident areas to create a more homelike
atmosphere.

Education material appears relevant, in that it reinforces facility policy, and

appears to address findings of quality improvement activity.

A s

Conclusions

Manor Care of Alexandria has, over the past two years, developed and
implemented much improvement activity. At this developmental stage, an
infusion of educational expertise, targeted clinical operational support, and
continued plant/equipment upgrades will support the efforts of a dedicated
administrative staff. The detail of these recommendations foliows.
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Recommendations
1. The facility has made progress in implementing clinical management
systems. Full implementation of the following policies/procedures is
essential: pain assessment/management, restraint use, and fallfinjury
prevention/management. The implementation of these protocols needs to
be evaluated- both process and outcomes, on an ongoing basis.

2. We hope that the consultant corporate social worker evaluates the
psychosociat assessment process/content, provides education addressing
common clinical conditions/interventions, and collaborates with staff to
develop a mechanism for sharing relevant information with other staff.
Ongoing quality monitoring is warranted to evaluate the facility response
to the consultation.

3. The facility needs to develop a protocol for psychoactive use, that includes
at a minimum, the foilowing:

« minimum assessment parameters (evaluation of mental status and a
depression screening);

« non-pharmacologic interventions to address anxiety, depression, and
uncomfortable  behaviors, including adapted communication
approaches, environmentai modification, meaningful activities, and
management of co-existing medical problems;

o the role of the interdisciplinary team.in providing assessments and
interventions; and
prescribing guidelines for psychoactive use in the older adult; and

« ongoing quality assurance activity to monitor compliance with facility
policy, and evaluation for opportunities for systemic improvement
activity,

4. The medical staff should be provided education on ali Manor Care of
Alexandria clinical practice protocols. This education should include the
clinical and regulatory basis for these policies/procedures, and should be
incorporated as an expectation in the medical by-laws. In addition,
medication use in the elderly should be addressed as a medical staff
education service, and incorporated in all future physician orientation
programs.

5. The facility needs to develop a therapeutic activity program in order to
prevent the complications associated with inactivity: loss of function,
psychoactive use, depression, weight loss, and pressure sores. To
accomplish this, the facility should upgrade the activity assessment
process to include an evaluation of functional status and the associated
needs for adaptation (to supplement the information regarding resident
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6. preference). The corporate activity consultant will hopefully assist the
activity staff to develop and implement a therapeutic assessment process.
Upon the initial completion of resident assessments, an interdisciplinary
task force should develop an activity program that provides opportunity for
seif-expression, leisure, fitness/mobility, restorative care, lifestyle
programs, spiritual expression, emotional support and connectivity. To
support the delivery of a therapeutic activity program, all staff require
education on the need and value of therapeutic activities, as well their
respective responsibilities in supporting the residents’ activity plans.
Nursing assistants are integral to the implementation of activities, and
need to be included at care planning meetings in the planning, provision,
and evaluation of activities. In addition, the resident’s plan and activity
schedule needs t{o be provided to the nursing staff to ensure follow-
through on the activity ptan.

7. Corporate and facility staff need to develop a plan to provide restorative
care for ail functional levels, that addresses the following components of
resident function: communication, mobility, involvement in self-care
(bathing, dressing, grooming, and eating), toileting, and activity
involvement.

8. Corporate and facility staff needs o evaluate the current use of resident
living space, and identify other potential areas for dining and involvement
in activiies. The seating needs of residents, including providing
alternatives to wheelchairs needs to be evaluated, with the goal of utilizing
wheelchairs, only when necessary for transport, not for continuous
seating. The facility needs to identify residents at high risk for bed-related
fallsfinjuries and provide adjustabie-height, high-low beds. The
administrator plans to evaluate the food service delivery system, and
develop a plan to increase resident dining capacity. The facility will need

. to purchase additional food warming systems to provide food at the
appropriate temperature to residents who receive meals in additional,
alternate dining sites.

9. The facility and corporate staff plan to engage the services of a consultant,
Dr. Iris Parham, and/or designee to provide gerontologic education. In
order to be effective, this education needs to be provided through written
training modules, with a train the trainer plan to facilitale ongoing
replication of this education by facility staff, after the initial education
series is complete. Hopefully, this education will provide a gerontologic
core ftraining program that reflects current clinical research-based
standards and that addresses the following:

» Attitudes toward aging/ combating ageism
» Age-related changes in the elderly
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Psychosocial needs- family, sexuality, spirituality
Therapeutic activities
Restorative concepts and care
Atypical presentation in the elderly/Acute problems
Common chronic physical challenges
Dementia care
Pharmacology-including polypharmacy, unnecessary drugs, drug
interactions, contra- indicated medications, lab monitoring, and
psychoactive use. -
+ Mental health problems- depression, mood disorders, thought
disorders, etc. _
» Clinical issues- Falls/Injuries, Pressure sore prevention and
management, Urinary incontinence, Nutrition, Pain
* Role of the interdisciplinary team
The content needs to be adapted for all levels of staff, and supplemented
with corresponding education for department heads/ managers on quality
improvement and regulatory issues. The above education also needs to
be complemented by competency evaluation (written and observed
demonstration), that validates proficiency.

10.The effectiveness of the above-stated education efforts, including the
impact upon the assessment/care planning process and clinical outcomes,
needs to be evaluated. We do not recommend an outside monitor. We do
recommend that Dr. Parham, the outside consultant selected by MCA,
conduct onsite evaluations for a six- month period, at a minimum on a
monthly basis, to implement and direct the training described in item 8. In
addition, we recommend that Dr. Parham evaluate /validate the increased
staff expertise/knowtedge, and the impact upon care and service delivery.

Respectfully submitted,
Marie Boltz and Susan Renz
July 15, 2003
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HCR MANOR CARE, INC.

CORI'ORATE COMPLIANCE PROGRAM

SECTION I - EXECUTIVE SUMMARY

HCR Manor Care, Inc. and its subsidiary companies ("HCR" or "Company") are strongly
committed to conducting their operations in compliance with all laws and regulations which
apply lo any aspcct of their business. As a health carc organization, the Company is particularly
sensitive to the avoidance of health care fraud and abuse. To facilitate the prevention of fraud
and abuse and to ensure that the Company is in compliance with all legal and ethical standards,
the Company has adopted this Corporatc Compliance Program for its nursing homes, assisted
living facilities and related operations ("Program"). The Program consists of the following

sections:

HCR Standurds of Business Conduct - This section conlains the Company's Standards of

Business Conduct which summarizes the main legal and ethical standards by which employces
will conduct the business affairs of the Company. The Standards have been approved by the
Company's Board of Directors. The Standards arc sct forth in writing and are distributed to each
management-level employee when employment first begins. Employees are required to review
and understand the Standards and to sign an acknowledgment to that effect. Periodically,
employees are required to reconfirm their commitment to the Standards. Employees are provided

with orientation and education on the Standards.



Compliance Policies_and Procedures - This section identifies the specific Company

policies and procedures which, in addition to the Standards of Business Conduct, are designed to
ensure that the Company operales in compliance with the cxtensive health care regulatory
framework applicable to the Company's operations. The policies, procedures and protocols
referenced in this section are heavily weighted toward compliance with Medicare and Medicaid
regulations. In addition, the Company has adopted policics, such as its Contract Review Policy
and its Legal Opinion Policy, which are designed to ensure that appropriate legal review is

undertaken prior to entering into significant business transactions.

Compliance Committee - This section outlines the duties and responsibilitics of the

Compliance Committee which consists of three corporate officers appointed by the President of
the Company and approved by the Board of Directors. The Committee has responsibility for
developing health care fraud and abuse compliance policies and protocols, arranging for
communication and distribution of policics, developing procedures for monitoring and auditing,
conducting internal investigations and making recommendations on corrective action. The
Committee reports regularly to the Audit Committee of the Board of Directors including an
annual report which details: (i) the functioning of the Program, (1) significant investigations of
alleged violations of the Standards of Business Conduct or violations of law; (iii) any
recommended modifications to the Program or the Standards of Business Conduct; and (iv) such

other matters as may be provided herein or as the Committee deems advisablc.



Education and Training - This section describes the education and fraining programs
conductcd by the Company for management and staff employees on health care comphance
issues; Education and training is provided on the overall corporate compliance program as well
as on individual subjects, such as reimbursement, accounting and professional scrvices. Through
a network of consultants and corporatc staff, the Company provides on-going fraining and
guidancc on the specific health care regulatory requirements applicable to the Company's

operations.

Communication - This section outlines the various communication policies applicable to

the Company's health care compliancc cfforts. Communications on compliance issues are
subject to complete anonymity and a non-retribution policy applies to all such communications.
Employees are required to report instances of suspected misconduct relating to health carc
regulatory compliance. Initial reports of suspected misconduct should be made to the employee's
immediate supervisor. If employees do not get satisfaction or are uncomfortable making the
report to the supervisor, employees should report the matter to the next tevel of supervision, to a
member of the Compliance Committee or through the IICR Care Line which operates as a hot
line for cmployecs to report anonymously instances of suspected misconduct. Reports suggesting
material violations of compliance policies or legal requirements are referred to the Compliance
Committee and investigated immediately. An open line of communication for employees to
express compliance concerns of any nature is also available with the members of the Compliance

Committee.



Auditing_and Monitoring - This section describes the procedures the Company has

adopted to ensure that the Company's health care compliance policies and proccdures are being
implemented and followed. The Accounting, Internal Audit, Reimbursement and Professional
Services Departments have each adopted mechanisms to spot audit facilities and other field units
for compliance with Company health care policies and legal requircments. To the extent

violations are discovered, rcports will be made to the Compliance Committee for further

investigation and recommendations regarding corrective action.

Disciplinary Action - This scction describes the Company's policy regarding disciplinary

action that may be imposed upon employees for failing to comply with the Company’s Standards
of Business Conduct or with other health carc compliance pélicics. In general, disciplinary
action up to and including termination may be imposed for intentional violations of the
Company's compliance policies regarding health care fraud and abuse. All cmployees are
informed of the potential for disciplinary action for health care compliance violations. Discipline
will be imposed under the disciplinary procedures outlined in the Company's employee

handbook.

Investigations, Corrective Action and Reporting - This section covers the Company's

policics and procedurcs on investigating instances of suspected misconduct, correcting identified
problems and meeting any reporting obligations. Investigations are conducted promptly
following rcceipt of information of potential misconduct. Investigations arc conducted by or at
the direction of the Compliance Committee with the assistance and advice of the Legal

Department. At the conclusion of the investigation, the Compliance Committee will make



recommendations for corrective action including disciplinary action, if appropriate, for involved
individuals. If the investigation reveals that improper activity may have occurred, the Legal
Department shall be responsible for determining the Company's obligations for reporting such

activity to the appropriate authorities.



SECTION IT - HCR MANOR CARE STANDARD OF BUSINESS CONDUCT

The "HCR Manor Care Standards of Business Conduct” ("Standards™) were revised in the
fall of 1998 following the merger of Health Care and Retirement Corporation and Manor Care,
Inc. The Standards are based on the separate code of conduct in effect at HCR since 1986 and a
similar code in effect at Manor Care since 1980, The Standards contain the basic principles, both
legal and ethical, which guide the Company's conduct of its business operations. The Standards
set forth the Company's commitment to full compliance with applicable health carc laws and

regulations. A copy of the Standards is attached as Exhibit A.



SECTION T - COMPLIANCE POLICIES AND PROCEDURES

The Company has adopted specific policies, procedures and protocols for cach of the
major departments of the Company. These policies and procedures have heen designed to ensure
that the Company operates well within the regulatory framework that govems the Company's
businesses. Since the Company receives reimburscment for services from governmental
agencices, the policics and procedures are heavily weighted toward compliance with Medicare and
Medicaid rules and regulations. The operating manuals developed and distributcd by the
Accounting, Professional Services and Reimbursement Departments all contain important
guidelines to ensure that: (1) reimbursement sought from governmental agencies is legally
justified and appropriate under applicable regulations; (2) .pn'vate payors are billed fairly and
appropriately for services rendered; (3) the marketing of the Company's services involves no
kickbacks, referral fees or other improper payments; and (4) the purchase of products and
services by the Company is based upon prudent buyer concepts and not upon improper attempts

(o mmfluence Company's employees.

The relevant policies and procedures include the following:

Accounting

- Accounting Manual

- PeopleSoft Chart of Accounts

- Ferranti Patient Account Management Manual

- Resident Accounts Receivable Billing & Collection Manual
- CareNet User Training Manual

Human Resources

- Employee Handbook and Rules for Your Protection
- Personnel Policy Manual
- Recruiting Manual



Marketing

- Advantage Selling Skills Audio Tapes

Professional Services

- Medical Records Policies & Procedures

- Nursing Procedures Manual

- Quality Improvement Program Manual

- Restdent Assessment & Care Planning Guidelines Manual
(MDS 2.0 User Manual)

- Social Services Policies & Procedurcs

- CareNet User Training Manual

Purchasing
- Purchasing Policies & Procedures Manual
Retmburscment

- AdminiStar Skilled Nursing Manual (Medicare Coverage Guidelines)
- Other Fiscal Intermediary Manuals and Bulletins

- Reimbursement Manual

- Mecdicare Coverage Issues Manual (HCFA-Pub. 6)

- Medicare Skilled Nursing Facility Manual (IICFA-Pub. 12)

- Medicare Provider Reimbursement Manual (HCFA-Pub. 15)

- PPS-CFO Training Manual

In addition to the above policies, the Company has adopted certain other policies to assist

in its compliance efforts. These policies include the following:

Contract_Review Policy - This policy requircs that the Legal Department review all

significant contracts prior (o the contract being entered into on behalfl of the Company.
To facilitate this review, the Legal Department, with the assistance of various staff’
departments, has developed a number of model contracts which the Company

representatives usc as a basis for negotiating contractual relationships. The Legal



Department review focuses primarily on health care fraud and abuse and related

regulatory and legal issues.

Cost Report Preparation and Review Policy - Under this policy, all cost reports* for the

Company's nursing ccnters are prepared by trained specialists o the corporate
Reimbursement Department. Cost reports for other business operations are cither
prepared or reviewed prior to filing by the Reimbursement Department. As new
husinesses are acquired, the Reimburscment Department begins reviewing cost reports
filed after the acquisition and, over time, assumes responsibility for the actual preparation

of the reports.

Legal Opunion Policy - This policy provides that the Company will obtain written legal

opinions from expert outside counscl prior to cnlening into significant business
transaclions or making sirategic decisions which may be affected by health care laws or
regulations. Verbal legal opinions from outside counsel may also be sought on a variety
of subjects. The General Counsel of the Company is responsible for determining the

matters on which legal opinions will be sought.

" The only nursing center cost report not actually prepared by the Reimbursement Department is for the Glenside
Nursing Center in New Jersey. This cost report is prepared by an outside consultant and reviewed, prior to filing, by
the Reimbursement Department.



SECTION IV - COMPLIANCE COMMITTEE

The Company's Compliance Committee is comprised of thrce corporate officers who
have been appointed to the Committee by the President/CEO and approved by the Audit
Committee of the Board of Directors. The Audit Committee is comprised of directors who are
not employees of the Company. The General Counsel of the Company acts as counéel to the
Compliance Commitlee. The Compliance Committee has overall responsibility for making
recommendations on new or rcvised compliance policies and procedures, for monitoring
compliance activities, for investigating reports of suspected misconduct and for periodically
reporting to the President/CEQO and the Audit Committee on the Company's compliance efforts
including an annual report on activity rclating to the Program. Specifically, the Compliance

Committee has responsibility for the following activities:

1. The Committee regularly assesses the Company’s operations to determine the need
for additional or revised health care compliance policies, procedures, standards or protocols. To
the extent that the Committee determincs that a need exists for new or revised policies, the

Committee makes recommendations to the senior management with operational responsibility.
2. The Committee provides assistance to management personnel in developing,

implementing and updating policies, procedures, standards and protocols which may bc

necessary as a result of the recomimendations of the Committee.

1t



3. The Committee provides assistance to management personnel in developing,
implementing and presenting orientation, education and other training programs regarding the

Compliance Program, the Standards of Business Conduct and selected policies and procedures.

4. The Committee provides assistance to management personnecl in developing,
implementing and conducting procedures to audit and monitor the Company's performance under

the Compliance Program.

S. The Committee receives reports of suspected violations of health care compliance
policies and procedures, conducts or arranges investigations of reports of matenal violations and
makes recommendations for corrective action. Corrective action may include changes in
operating procedures, modification or revision of existing policies or procedures, adoption of
new policies or procedures and discipline of employees who may have engaged in misconduct.
The Committee receives adviee and guidance from the Legal Department on the conduct of

investigations and the obligations of the Company to report any confirmed misconduct,

6. The Committee regularly reports to the Company's senior management on

compliance activities and, at least annually, reports to the Audit Comumnittee.

7. The Compliance Commiittee meets on a quarterly basis or more often as

necessary.

12



SECTION V - EDUCATION AND TRAINING

The education and training component of the Corporate Compliance Program consists of
the following: orientation of new employees; annual in-service training on the Corporate
Compliance Program and the Standards of Business Conduct; periodic in-service training on
Company policies and procedures applicable to the employee's job duties and responsibilities;
special in-service training on new compliance issucs and other issues which may require focused
training; one-on-one and small group counseling by corporate consultants on daily activities and

issues; written advice on compliance issues; and self study.

1. Orientation. Each corporate officer, regional manager, administrator and other
designated supervisory personnel shall receive, during such employee's ortentation, a copy of the
Company's Corporate Compliance Program and information concerning the importance of the
Program, how the Program applies to the employee and what is expected of him or her, and the
employee's reporting obligations under the Program. Orneniation on the Compliance Program

will be conducted by the employee's immediate supervisor.

2. Annual In-Service Training. At least annually, education and training on
compliance issues shall be provided to each employee. Such training shall consist of the
following: a review of the Corporate Compliance Program, a review of the Standards of
Business Conduct, including the reporting requirements under the Standards, a discussion of any
new compliance policies or procedures, a discussion of any new regulatory developments or
requiretncnts including any new "Fraud Alerts”, and a guestion and answer period. The annual

in-scrvice training shall typically be conducted by, or at the direction of, the Compliance



Committee, the Legal Department and other corporate departmoents. For management-level and
supervisory employees, this training shall usually be presented at regional or other group
meetings. Facility administrators shall be responsible for providing appropriate training to non-

supervisory personnel in each facility.

3. Spccial In-Service Training. Penodically, employees will receive additional in-
service training, either as part of a group of managers (c.g., Admission Directors, Office
Managers, Nurse Supervisors, etc.) or as part of special training designed specifically to update
and advise employees on important developments in compliance matters. Special in-service
training will be conducted by, or at the direction of, the Compliance Committee, the Legal

Department or other corporale departments.

4, One-on-One or Small Group Counseling. Several corporate departments provide

assistance to facilities through consultants {e.g., Accounting, Human Resources, Professional
Services) who visit facilities on a regular basis. Other departments (c.g., Reimbursement, Legal)
have staff members who arc specifically assigned to a group of facilities and are regularly
communicating with these facilitics. These individual and small groups communications are
utilized for a variety of business purposes, one of which is to provide counseling and advice on
Company policies and procedures and regulatory and legal requirements. The education and
training provided in this manner is available on a daily basis and may be requested at any time by

the facility stafts.
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5. ‘Written Guidance on Compliance Issues. From time to time, written memos will

be distributed as further guidance (o the facilities on compliance issues. Such guidance memos
may be generated by the Compliance Committee or any corporate department. Typically, the

memos will be reviewed by the Legal Department prior to distribution.

6. Self-Study. Management level employees are expected to maintain and enhance
their professional skills and expertise through participation in continuing educalion opportunities
outside the Company and general reading and study in their professions. Employces are expected
to be sensitive to new information on health care compliance issues, to communicate the
information to others within the Company and to utilize the information to further ensure that the

Company operates in compliance with all applicable regulations.
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SECTION VI - COMMUNICATION

1. Reporting Suspected Violations. Employces are expccted and cncouraged to

report health care compliance violations or suspected violations to the employee's immediate
supervisor. If an employee is uncomfortable reporting the matter to the supervisor or if the
employee does not receive satisfaction in making the report, the employee should report the
matter to the next higher level of supervision, to a member of the Compliance Committee or

through the HCR Care Ling.

2. HCR Care Line. Employccs, at their option, may report suspected improper

conduct through the HCR Care Line (800-366-1232) All such calls are made on a confidential
basis. Callers nced not identify themselves; however, employees should recognize that there
must be sufficient information provided to enable the Company to conduct an effective
investigation. All such reports will be forwarded to the Compliance Committee fc-»r further

handling.

3. Anonymity and Non-Retaliation. The Company policy provides that employees

reporting compliance violations are assured that they will not be subject to retaliation or
discrimination because of rcports made in good faith. Employees making reports are also
assured that the reports will be considered confidential and that the name of the reporting

individual will not be disclosed except as may be required by taw or law enforcement agencies.
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4. Supervisory Responses. Supervisors who receive reports of conduct which

involves inadvertent or unintentional errors in procedures will investigate the conduct and take
immediate corrective action. Material violations of health care procedurcs or intentional

misconduct will be cormmunicated to the Compliance Committee for further handling.

5. Employee Awareness. To make certain all employees are aware that questions

concerning compliance with the law or the Standards will be addressed, all facilities and other
business units, including corporate headquarters, shall post a communication which shali outline
the availablc sources {or employees to address questions concerning comphance (i.e., HCR Care

Line, the members of the Compliance Committee or their supervisors).

17



SECTION VII - AUDITING AND MONITORING

Several departments of the Company assist the Compliance Committee in auditing and
monitoring field units for health care regulatory compliance. Initially, all supervisory sta_ff are
expected to take steps to ensure that the Company's policies and procedures are implemented and
continued {0 be followed in the units supervised. Additionally, the Accounting, Internal
Auditing, Legal, Professional Services and Reimbursement departments each perform certan
aspects of the Company's compliance auditing and monitoring functions. The following
activities are designed to ensure that compliance policies and procedures are being followed and
that maximum assistance is provided to Company units to ensure that full compliance is

achicved.

The Financial Services Consultants ("FSCs") and other accounting personnel regularly
visit Company facilities and other field units to assist them in implementing and following
Company accounting policies. FSCs have been trained to observe business office personnel to
ensure that accounting policies and procedures arc being followed. A Medicare/Medicaid check
list has been developed to enable the FSCs to spot check facilities for regulatory compliance,
FSCs are expected to correct immediatcly any actual or potential deviations from Company
policies. The Accounting Department reports any suspected material violations of Company

“policies or intentional misconduct to the Compliance Committee for further action.

The Intemal Audit Department annually conducts audits of sclected business offices and
corporate staff units. Intermal audit procedurcs include a sample check of business office

procedures which impact Medicarc and Medicaid billing. To the extent that Internal Auditing
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discovers inadvertent errors in procedures, recommendations for immediate correclive action are
made to appropriate supcrvisory personncl. Internal Auditing follows up to ensure that corrective
action has been implemented. Material violations of Company policies or intentional misconduct

will be reported to the Compliance Committee for further action.

The Legal Dcpartment, through its staff altorneys, regularly provides advice on a wide
range of topics to corporate staff and field units. The Legal Department attorncys arc cxpected to
be alert o practices and procedures which may not comply with Company policies or may
otherwise be out of compliance with applicable health care laws and regulations. Upon leaming
of any inappropriate practices, the Legal Department will immediately provide recommendations
on corrective action to appropriatc supervisory persomnnel and report material compliance

violations to the Compliance Committee for further action.

Consultants from the Professional Scrvices Department ("PSCs") provide assistance to
the nursing centers on nursing services including appropriate medical documentation. PSCs are
expected to be alert to potential crrors, mistakes and other misconduct in connection with the
delivery and documentation of medical care, to assist in taking corrective action and to report
instances of material compliance violations or intentional misconduct to the Compliance

Commuittee for further action.

The Reimbursement Department works through staff consultants and reimbursement
specialists, both financial and clinjcal, who assist field units in complying with Medicare and

Medicaid reimbursement regulations. Reimbursement Department personnel prepare or review



all cost reports submitted to governmental agencies. On a selected basis, the Reimbursement
Department tests cosl report information received from facilities to verify the accuracy of the
information. Reimbursement specialists and consultants are in regular contact with the facility
staffs, through (clephone conversations, facility visits, regional meetings and written
correspondence. Reimbursement employees are expected to be alert to practices and procedures
which may be inappropriate, to recommend immediate corrective action and to rcport material

compliance violations or intentional misconduct to the Comphance Committee.
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SECTION VIII - DISCTPLINARY ACTION

The Company's Employee Handbook includes a section, Rules for Your Protection,
which outlines the disciplinary process applicable to cmployce misconduct. The Company
maintains a progressive disciplinary process under which progressively more severe disciplinary
action will result from more serious employee misconduct. The Company's rules provide for
disciplinary action for cmployees who violate the Standards of Busincss Conduct, Company
policies and procedures for the prevention of fraud and abuse and for violations of the law. The
Compliance Comumittee, upon completion of an investigation, will make recommendations for

corrective action, including imposition of discipline.
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SECTION IX - INVESTIGATIONS, CORRECTIVE ACTION AND REPORTING

The Compliance Committee has overall responsibility for investigating conduct which
may constitute a material or intentional violation of laws governing Medicare, Medicaid, other
government reimburscment programs or the Standards of Business Conduct. Investigations may
be conducted by the Compliance Commiltee, by supervisory personnel or by others designated by
the Committee. Typically, investigations will be initiated upon receipt of a rcport or other
information indicating that suspected misconduct has occurred. The investigation may include
employee interviews, document reviews and research and consultation with outside experts and
auditors. The Compliance Committee will consult with the Legal Depariment on the process to

be followed in the investigation and related lcgal matters.

If the investigation reveals that the misconduct did occur, whether intentional or
unintentional, the Compliancc Committee after consultation with the Legal Department will
nake recommendations on corrective action, including any corrective action which must be
undertaken immediately. Corrective action, if appropriate, would include reimbursement to the
appropriate governmental agency of any overpayments received by the Company. Corrcctive
action would also include appropriatc steps to ensure that the activity does not happen again and

disciplinary action for individuals involved.

If the Compliance Committcc has rcasonable grounds to belicve that misconduct has
occurred which may violate criminal or civil law or regulations governing federally-funded
health care programs, the matter shall be referred to the Legal Department to determine the

applicable reporting obligations.
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HCR MANOR CARE, INC. ExRaiT &

STANDARDS OF BUSINESS CONDUCT

HCR Manor Care, Inc. and its subsidiary organizations ("IICR" or "Company") are
dedicated to providing the highest quality in long tenn carc and rclated services. The Company
is comumitted to achieving this vision by conducting its operations m compliance with applicable
legal, regulatory and cthical standards. This statement is a summary of those standards of
business conduct which all Company employees are expected to observe. All officers, managers,
department heads, salaried employees, appropriate accounting employees and other personnel
designated by the Company ("employees”), shall acknowlcdge their receipt and understanding of
this statement and periodically shall confirm their understanding when requested by the
Company.

Each employee 1s expected to understand and comply with the Standards. However, no
set of principals or standards can anticipate each and cvery situation that may implicate legal or
ethical standards. In the event an employee is not sure whether what they have been asked to do
or what they contemplate doing 1s or is not legal or ethical, the employee must ask before he/she
acts. In such a sitnation, the employce can ask the employee's immediate supervisor, next highest
supervisor, any member of the Compliance Commiltee or the HCR Care Line. When in doubt,
employees must ask before they act.

A. COMPLIANCE WITI LAWS AND REGULATIONS

The Company and its employees acknowledge that the health care industry is a highly
regulated sector of the economy and certain business practices that arc pcrmissible elsewhere
may be illegal for health care providers. To facilitate compliance with all applicable laws and
regulations, the Company has developed operating and administrative policies and proccdures
which contain detailed guidance on legal requirements. The Company regularly provides
training and education on these policies and proccdures and the underlying regulatory provisions.
Profcssional consultants assist nursing centers and other operations and their staffs in ensuring
that daily opcrations are conducted within the appropnate legal framework, The Company's legal
department is available to all employees for advice and guidance on compliance with applicable
laws. DImployees are required to perform their duties and responsibilities in compliance with
applicable laws and regulations and with the Company policies and procedures that are designed
to facilitate compliance.

Several federal laws, and corresponding or similar state laws, are particularly applicable
to heulth care providers. Employees arc strictly forbidden from engaging in any conduct which
violates such laws and are subject to immediate disciplinary action if such misconduct takes
place. These federal laws include the following:



Any false statement to a department or agency of the federal government is a crime. The
federal False Claims Act specifically makes the submission of false claims to Medicare or
Medicaid a crime. Violations of this statute include claims for services that arc not medically
necessary, claims for services that may be medically necessary but are not covered by Medicare
(e.g. experimental procedures), using a code for a higher level of reimbursement than the code
for the services actually provided, billing for one global procedure as a number of smaller ones to
obtain a higher total level of reimbursement and providing false information on cost reports or
any other documents or reports filed with Medicare or Medicaid.

The Medicare and Medicaid Anti-Kickback Act and many comparable state laws prohibit
anyonc from providing or offering to provide any remuneration in cash or in kind, directty or
indirectly, in return for the referral of a patient whose treatment (item or service) is paid for in
whole or in part by Medicare or Medicaid. llegal kickbacks can take a wide vanety of forms.
They can be blatant direct payments for referrals or they can be more subtle and indircet (c.g.,
rebates, income guarantees, care or other expense allowances, cost free loans, paid for vacations,
ctc.). The language of the anti-kickback statute is broad and many seemingly innocuous business
practices may be deemed to be illegal kickbacks by the government. Certain business practices
may be exempt under specific circumstances. In uncertain cascs, the advice of the Company's
Legal Department shall be sought before engaging in the business practice.

Fedceral anti-fraud statules are not limited to Medicare and Medicaid. The federal mail
and wire fraud statutcs make it a crime lo use the mails or interstate wire communication
(telephone) in furtherance of a scheme to defraund, or to obtain money or property through false or
fraudulent pretenses or representations. Nearly every form of health carc fraud (c.g., billing for
scrvices not provided, for services not provided as claimed, or for unnecessary services) can be
attacked under these statutcs, if the mails or inlerstate wire comununications are used. Fraudulent
and deceptive practices can take many forms, and cmployces must be careful not to make
misrepresentations to suppliers, private insurers or government agencies.

Violations of the above laws and related federal and state laws can subject individuals
and the Company to penalties and fines, and convicted individuals may be punished by
imprisonment. As stated earlier, employccs are stoctly forbidden from engaging in such
misconduct. The Company will not employ or contract for scrvices with any person or entity that
has been convicted of a4 criminal offense related to a government program or who is known to
have heen debarred or cxcluded from participation in a govemment program or othcrwise
sanctioned by a federal agency.

B. CONFIDENTIAL AND PROPRIETARY INFORMATION

l. General. HCR, like all companies, has proprietary and confidential information
which should not be disclosed to our compctitors or (o the general public. Examples of such
proprictary information are business, research and new product and scrvice plans; facility profit
and loss information; facility forms, policies and procedures;, product systems and methods;
vendor lists and detailed information regarding customer or vendor requirements; unpublished
financial and pricing (rates) information. All employees have an obligation to kcep such
proprietary information confidential so as not to harm the company. Further, any disclosures of
medical records or ather information concerning our residents could be the basis for legal action
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against the Compuny and the cmploycc disclosing the information.  Therefore, employees shall
not, without proper authority, give or rclease data or information concerning the Company or its
employces, patients, residents, customers, vendors or contractors to anyone not employed by the
Company. Such information may be disclosed to other employees only if there is a proper
business purpose for such disclosure. The Legal Department should be consulted in the event of
any quostions concerning disclosurc of potential proprictary or confidential information.

2. Inside Information. Employees who possess material non-public information
about the Company which could affect the Company’s stock price or otherwise influence an
individual investor's decision to buy or sell the Company's stock must refrain from trading in the
Company's stock until a rcasonable period of time (usually the third business day) has passed
following the public disclosure of the information. Typically, material information will be non-
public information about the Company's financial performance and other major developments
concerning the Company. In uncertain situations, employees should review any proposed sale or
purchase of the Company's stock with the Legal Department prior to executing the trade.

3. Business Opportunities.  Employees shall not take advantage of business
opportunities that the Company or any of its customers are interested in pursuing without prior
approval by the Company. This prohibition extends to real estate or health care facilities which
the Company may be inierested in buying or leasing,

C. OQUTSIDE BUSINESS INTERESTS

Employces shall avoid any outside financial or business interest that might influence their
decisions or actions on behalf of the Company unless such interest has been fully disclosed in
writing to the Company and a determination has been made as to the acceptability of the interest.
Such outside interest could include, among other things:

1. A personal or family business or financial interest in an enterprise which has
business relations with the Company if such f{inancial interest represents a
material part of the employee's net worth or income, or if such business rclations
with the Company represent a matertal part of the business of the outside
enterprisc; or

2. An investment in another business which competes with any of the Company's
interests if the investment represents a materal part of the income or net worth of
the individual, or if the area of competition represents a material part of the
activity of the outside business. Generally, the ownership of less than 1% of the
stock of publicly-traded company shall not be considered a conflict of interest.

Employces shall also avoid outside employment or activities that would impair the
effective performance of their responsibilities to the Company, either because of excessive
demands on their time or because the outside commitment is contrary to their obligations to the
Company. Any employee who may have a potential conflict of interest should disclose it to the
Company and have the matter resolved prior to the matter becoming an actual conflict.

D. COMPETITIVE PRACTICES



The Company firmly believes that fair competition is fundamental to the free enterprise
system. The Company complies with and supports all laws that prohibit restraints of trade, unfair
practices, or abuse of economic power.

The Company will not enter into agreements or arrangements that unlawfully restrict its
ability to compete with other businesses or the ability of any other business to compete freely
with the Company. Company policy also prohibits entering into, or even discussing, any
unlawf{ul arrangement or understanding that might affect its pricing policies or the terms upon
which its facilities or services are sold or that might be construed as dividing customers or sales
territories with a competitor.

We will compete fairly in the marketplace. Thus, the Company will not interfere with
contracts made between a prospective customer and one of our competitors nor will the
Company engage in marketing practices that are intended to injure or discredit a legitimate
competitor through the use of misrepresentations or falsc innuendo.

These principles of fair competition are basic to all our operations. They are integral
parts of the following sections that cover the Company's dealings with suppliers, customers, and
public officials.

E. DEALINGS WITH SUPPLIERS

The Company s a valuable customer for many suppliers of goods and services. Those
who wish to do business with the Company must understand that all purchases by the Company
will be made exclusively on the basis of price, quality, service and suitability to the Company's
needs. Purchases of goods or services must not lead to Company employees or their families
receiving personal benefits of any kind, whether direct or indirect.

Gifts or entertainment involving customers and supplicrs can be misunderstood even if
cxchanged out of the purest of motives. Such practices can appear to be attempts to influence
our employees into directing Company business to a particutar supplier. To avoid cven the
appearance of improper relations with supplicrs or potential suppliers, the following standards
shall apply to the receipt of gifts and entertainment by Company employees:

l. Gilts or Other Benefits. Employees are prohibited from soliciting gifls, gratuities,
ot any other personal bencfit or favor of any kind from suppliers or potential supplicrs.
Employees are prohibited from accepting gifts of money or gifts which have significant monetary
value (e.g., airline tickets). Employees may accept unsolicited non-money gifts provided that
such gifis are of nominal material value.

Any gift of more than nominal valuc must be reported to your supervisor to
deternmine whether 1t can be accepted. Some gifts may be perishable so as to make their retum
impractical. Supervisors can permit acceptance of such gifts, or may require that such gifts be
returned or donated to charitable or other non-profit organizations. Supervisors may also require
employees to inform givers that such gifts are discouraged.



2. Enfertainment. Employccs shall not encourage or solicit any cntertainment from
any individual or company with whom our Company does business. Entertainment includes, but
is not limited to, activities such as dinner parties, theater parties and sporting events.

From time to time cmployces may accept unsolicited cntertainment, but only
under the following conditions:

a. The entertzinment occurs infrequently;

b. It ariscs out of the ordinary coursc of busincss,

c. It involves reasonable and not lavish expenditures; and

d. The cntertainment takes place in settings that are reasonable, appropriate,

and fitting to employees, their hosts, and the busincss at hand.

3. Vendor Sponsored Events. From time to time Company vendors or suppliers may
invite employees lo vendor sponsored luncheons, trade shows, educational seminars or similar
events. Prior to accepting any such invitation, the employee shall obtain approval from his or her
SUPETVISOT.

I. DEALINGS WITH RESIDENTS, PATIENTS, REFERRAL SOURCES AND
OTHER POTENTIAL CUSTOMERS

Employees must keep all dealings with residents, patients, the families of residents and
paticnts, and other potential customers fair and above-board. The Company eams and retains
husiness because of the quality of its factlilies and services. Residents, patients or family
members should never think that they have to give gifis to get good service. Under no
circumstances should we, as individual employees, ever solicit or accept any gifts {from residents,
patients or family members. All offers of gifts from residents, patients or their familics must be
declined and reported to the facility administrator or executive director.

If a resident or a family member wants to voluntarily recognize a group of employees or
the facility generally, they can contribute a gift that is used for the bencfit of all facility
employees. The facility administrator or executive director must ensure that the gift is voluntary
and that it goes to bencfit the employees as a group.

G. DEALINGS WITH REFERRAL SOURCES OR POTENTIAL CUSTOMERS

"The Company must be extra careful on the subject of gifis and entertainment involving
referral sources or other potential customers. Such care is required because federal law and the
laws in many states prohibit any payment for patient referrals, and gifts or lavish cntertainment
could be mistakenly construed as payment for such referrals. Generally, the following guidelines
would apply to such gifts and entertainment.

Entertainment for potential customers or referral sources may only be provided with
supervisory approval. Entertainment must be of sufficiently limited value so that the
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entertainment cannot be construed as a referral fee, kickback, bnbe or payoff. Entertainment
must also be consistent with accepted ethical customs and practices, and public disclosure of the
facts would not embarrass the Company. Entertainment shall be limited to activities and events
which are considered normal and acceptable in conjunction with the related business transaction.
In uncertain sitwations, the Legal Department should be consulted prior to arranging the
entertainment.

Gifts to referral sources or other potential customers of more than nominal value are not
permitted. Even in the case of gifts of nominal value, other than nominal public relations items
with the Company logo or name (e.g., coffee mug, calendar), employees should first receive
approval of their supervisor. Obviously, gifts ot cash or cash cquivalents, in whatever amount,
are never permitted.

In somc situations, the Company may itself be a referral source. Given that it is as illegal
to receive payment for a referral as it is to give such payment, the above rules apply to Company
employees where the Company is the referral source. '

H. DEALINGS WITH PUBLIC OFFICIALS

The regulatory nature of the Company's business often requires employees to be in
contact with public officials. The employees who regularly make these contacts have spceial
responsibilitics for upholding the Company's good name. The following standards point out
these special responsibilities:

1. No employee shall make any form of payment, direct or indirect, to any public
official as inducement for any official action or omission to act. The Company
will never pay a bribe. Any requests {o Company employees that appear to be
attempts at bribery must be reported immediately to your supervisor and to the
Compliance Committee.

2. No cmployce shall give any gifts to a public official.

3. Employees may provide public officials with items containing the Company logo
(such as pins, caps, mugs, notebooks, etc.) if the items are part of the Company’s
gencral marketing and public relations programs, are of nominal value and are
given for informational purposes only.

4. On special ceremonial occasions, the Company may publicly give gifts of more
than nominal value to public institutions or public bodies. Such gifts can
commemorate spceial events or milestones in the Company's history, such as new
facilities dedications. These may be transmitted through public officials, but the
gifts arc given to the public institutions and public groups they represent, not to
the officials personally. Any such gifts must be approved in advance by the
Company’s President, Chief Operating Officer or Chief Financial Officcr.

5. From time to time, employces may entertain public officials to the extent
permitted by law, but only if the entertainment is not solicited by the public
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official, the entertainment occurs infrequently and it anses out of the ordinary
coursc of business. Supervisory approval must be obtained prior to arranging the
entertainment. The entertainment must not involve lavish expenditures under the
circumstances, and the sellings and types of entertainment must be reasonable,
appropriate and fitting to our employees, their guests, and the business at hand. In
uncertain situations, the Legal Department should be consulted prior to arranging
the entertainment.

L POLITICAL ACTIVITIES AND CONTRIBUTIONS

The HCR Employees Good Citizenship Fund has been established for the purpose of
enabling our employees conveniently to make political contributions to the extent permitted by
law. Contributions to the fund are completely voluntary. When prohibited by law, employees
shall not use Company funds for contributions of any kind to any political parly, political action
committee, or any candidate for any office of any national, state or local government. When
Company funds lawfully may be used for political contributions all such contributions must be
approved by senior officers.

The Company encourages individuals on their own behalf to become involved in political
and civic affairs. Employees who participate in partisan political activities must make every
effort to cnsure they do not leave the impression that they speak or act for the Company. The
Company will not infringe on the right of any cmployee to decide whether, to whom, and in what
amount he or she will make personal political contributions. The same is truc of voluntcer
political activity so long as it does not interfere with the employee's work for the Company.

J. PROPER ACCOUNTING AND CANDOR IN DEALING WITH AUDITORS

Compliance with accepted accounting rules and controls is expected at all times. The
books of account, budgel proposals, and economic evaluations for projects and the like must
reflect the totality of the transactions thcy arc intended to record. All appropriate assets and
liabilities shall be recorded into the regular books of the Company. Employees are forbidden to
use, authorize, or condone the use of "off the books" bookkeeping, secret accounts, unrccorded
bank accounts, "slush” funds, falsified books, or any other devices that could be utilized to distort
records or reports of thc Company's true operating results and financial condition. The
Company's Chief Financial Officer shall be consulted for advice on how to handle any uncertain
matters.



K. COMPANY ASSETS

All employees are responsible for safeguarding Company assets. Each employce must
ensure that Company expenditures are utilized for legitimatc business purposes, with proper
record keeping for all Company funds spcnt. Company assets must be used for Company
business and not for the personal benefit of any indtvidual.. Any suspected misuse of Company
assels must be reported to your supervisor.

L. PATIENT TRUST FUNDS

In no case shall patient trust fund monies be used for any purpose other than those
described in the patient trust fund policy of the Company. Patient trust funds are for the
exclusive use of the patient and can be used only upon wrillen approval of the patient or the
patient's official guardian.

M. PETTY CASH AND VENDING MACHINE INCOME

Petty cash levels will be cstablished by the Company. Petty cash shall not be used for
cashing personal checks or off-setting deficits in other accounts.

Vending machine income shall be deposited only into the revenue account of the {acility
and shail not be used or spent for any purposc by facility personncl,

N. GOVERNMENT INVESTIGATIONS

The Company has a policy of coopcrating with all government investigations. In
addition, the Company expects all employees to also cooperate. In order to make certain that all
govemment investigations and requests for information are handled in a coordinated and efficient
manner, all govermment investigations and government requests for information should be
reported immediately to your supcrvisor, the Logal Department or the Compliance Committce.
{Routinc government contact, such as state health department surveys and reimbursement audits,
shounld be handled pursuant to normal Company policy.) When contacted by a government
official or agent, whether such contact is during business hours or after business hours at home,
an employee should request identification, obtain the agent's name and telephone number, and
stress that the Company will cooperate and that an appropriale management employee will be in
prompt contact. The employee should make certain to contact their supervisor or a member of
the Compliance Committtee as soon as possible.

0. COMPLIANCE WITH STANDARDS
1. Initial Distribution. Current employees designated to receive these Standards will

rceelve their copies immediately after publication. Future employces designated to receive these
Standards will receive their copies at the time they are hired.

2. Initial Verificauon. Upon receiving a copy of the Standards, current and future
employees shall:



a. Become thoroughly familiar with the Standards;

b. Resolve any doubts or questions about the Standards with their
supcrvisors; supervisors should consult with the Company's Legal
Department on any activities or practices thal might raisc questions;

c. Inform their supcrvisors of any existing holdings or activities which might
be, or appear to be, at variance with the Standards; employccs shall
cooperate in implementing appropriate corrective action which shall be
approved by the supervisor and the Legal Department if necessary.

d. Prcparc written disclosures of such information, if requested by
Supervisors;

e. Sign the verification form and turn it in to their supervisors who will make
it a part of each cmployee's permanent record.

3. Maintaining Compliance. Employees have the responsibility of understanding all
of the Standards and complying with them. Supcrvisors have the responsibility of maintaining an
awareness on the part of their employees of the importance of complying with the Standards.
Employces and supervisors will be asked periodically to confirm their understanding of the
Standards and their compliance with them.

P. VIOLATIONS OF STANDARDS

Employees have the obligation to report violations of the Standards that they observe or
that are made known {o them. Failure to do so can have serious consequences for the employees
and thc Company. Reperts of violation should be made by employees to their supervisor, a
Compliance Committee Officer or to the HCR Care Line (800) 366-1232. Reports can be made
anonymously; however, employees should realize that anonymous reports may make it difficult
{or in some cases impossible) to conduct an effective investigation. Employees may be requested
to submit a wrilien rcport sctting forth the facts of the alleged violations. The Company shall
endeavor to maintain the confidentiality of individuals reporting violations of these Standards,
consistent with the Company's obligation to investigate violations and/or to report improper
activity to the appropriate authorities. The Company will not tolerate any form of retaliation or
discrimination against any individual reporting violations of the Standards.

Any employee who reporis a violation that has not been properly addressed by his
supervisor should contact a member of the Company's Compliance Committec. The members of
the Commtttee arc: Barry Lazarus, Spencer Moler and Joyce Smith.



Supervisors who receive a repori of a scrious violation of these Standards should notify a
member of the Compliance Comunittcc. Management has the right to determine what
disciplinary action will be taken for a violation, ranging from an oral reprimand to termination.
Proposed disciplinary action is subject to review by senior management. Employees should be
aware that, in addition to any disciplinary action taken by the Company, violations of some
Standards may require restitution and may lead to civil or criminal action against individual
cmployces.

{Dated 11/98)
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HCR MANOR CARE, INC.

VERIFICATION OF RECEIPT AND UNDERSTANDING

As of this date, T have received a copy of the HCR Manor Care Standards of Business
Conduct. [ understand how the Standards apply to me and acknowledge my obligations to follow
them. Any conflicts of interest or other matters for which the Standards require writien

disclosurc to the Company have been so disclosed by me.

Date: Name:

(Pl'é'ase Print)

: Department Signature



